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The following audit found the County Employee’s Retirement Fund (CERF)
Board of Directorsdid not solicit requestsfor proposalsfor an actuarial consulting
service and plan design contract, nor for alegislative consulting contract.

Theactuarial consulting service and plan design contract, dated October 30, 1998,
indicated the consultant will charge a fixed fee not to exceed $200,000. In
addition, the CERF Board of Directors is currently negotiating a contract for
additional services with the same consultant estimated to cost up to $750,000.

The legidlative consulting contract, dated December 18, 1998, indicated the
consultant will charge an annual fee of $30,000 plus reimbursement for reasonable
and necessary expenses.

Without requesting proposalsfor such services, the CERF Board of Directors has
not ensured it will recelve these services at afair price.

We recommend the CERF Board of Directors request proposals for all
professional services. Requests for Proposals (RFP’s) ensure the board is
making every attempt to securethe best servicesavailable for a competitive
price. Competitive biddingisa standard management practice under stood
by contractors and should be implemented.
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Honorable Mel Carnahan, Governor
and
Board of Directors
and
Sarah J. Maxwell, Executive Director
County Employees Retirement Fund
Jefferson City, Missouri 65102

The State Auditor is required by Section 50.1030.5, RSMo 1994, to audit the County
Employees Retirement Fund and the operations of the board. The Board of Directors engaged Evers
and Company, Certified Public Accountants (CPAS), L.L.C., to perform annual audits of the fund's
financial statements for the years ended December 31, 1998 and 1997. To satisfy our statutory
obligation and minimize duplication of efforts, the State Auditor has used the work of the CPAs.
We reviewed the reports and substantiating workpapers of the CPAs to satisfy ourselves as to the
appropriateness of using their reports, and we accept them in partia fulfillment of our responsibility
under Section 50.1030.5, RSMo 1994.

The objectives of our review were to:

1. Review certain financia activity and related procedures, and examine compliance
with certain constitutional provisions, statutes, administrative rules, and attorney
general's opinions, as we deemed necessary or appropriate in the circumstances.

2. Examine certain management practices.

Our review was made in accordance with applicable generally accepted government auditing
standards and included such procedures as we considered necessary in the circumstances. In this
regard, we reviewed the fund's board minutes, various contracts, and other pertinent policies, and
discussed various fund procedures with applicable personnel.

As part of our review, we assessed the fund's management controls to the extent we
determined necessary to evaluate the specific matters described above and not to provide assurance

-1-

224 State Capitol - Jefferson City, MO 65101 « (573) 751-4824 - FAX (573) 751-6539

Truman State Office Building, Room 880 - Jefferson City, MO 65101 - (573) 751-4213 - FAX (573) 751-7984



onthose controls. With respect to management control s, we obtained an understanding of thedesign
of relevant policies and procedures and whether they have been placed in operation.

Our review was limited to the specific matters described above and was based on selective
tests and procedures considered appropriate in the circumstances. Had we performed additional
procedures, other information might have cometo our attention which would have beenincludedin
this report.

The accompanying History, Organization, and Statistical Information is presented for
informational purposes. Thisbackground information was obtained from the fund's management and
was not subjected to the procedures applied in our review of the County Employees Retirement
Fund.

Our comments on internal controls, compliance with legal requirements, management
practices, and related areas are presented in the accompanying Management Advisory Report.

(G Wt

Claire McCaskill
State Auditor

September 23, 1999 (fieldwork completion date)
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Inaddtion to our review of the reports and substantiating working papers of Evers and Company CPA's,
L.L.C., weincluded those procedures which we considered necessary in the circumstances.

Werevienved probable compliance with certain condtitutiona provisions, datutes, administrative rules, and
attorney generd's opinions as we deemed necessary or gppropriate. This review was not intended to
provide assurance of full compliance with al regulatory provisons, and thus, did not include al regulatory
provisons which may apply. Neverthdess, our review disclosed no conditions thet represent sgnificant
violations.

Duingaur redew, we identified a certain management practice which we believe could be improved. Our
review was not designed or intended to be a detailed study of every system, procedure, and transaction.
Accordingly, the finding presented in our report should not be consdered as dl-inclusve of areas where
improvements may be needed.

The period of review for the purposes stated above included, but was not necessarily limited to, the two
years ended December 31, 1998.

Professional Services Contracts

The County Employees Retirement Fund (CERF) Board of Directors did not solicit requests for
proposals for an actuaria consulting service and plan design contract or a legidative consulting
contract. The actuarid consulting service and plan design contract, dated October 30, 1998,
indicated the consultant will charge a fixed fee not to exceed $200,000. In addition, the CERF
Board of Directors is currently negotiating a contract for additiond services with the same
conautant estimated to cost up to $750,000. The legidative consulting contract, dated December
18, 1998, indicated the consultant will charge an annua fee of $30,000 plus reimbursement for
reasonable and necessary expenses. Without requesting proposals for such services, the CERF
Board of Directors has not ensured it will receive these services a afair price.

WE RECOMMEND the CERF Board of Directors request proposas for dl professional
Services.

AUDITEE'S RESPONSE

The Board of the County Employees’ Retirement Fund has sought advice fromits legal counsel on
several occasions as to whether it was required to solicit requests for proposals for professional
services. Based on oral and written advice fromits legal counsel, the board did not seek requests
for proposals for its most recent actuarial and plan design services and its legisative consulting
snvices. The board notes that there isno legal or statutory requirement that it seek bids for these
professional services.
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In the circumstances noted, the board determined that there were compelling reasons to contract
for services without a request for proposal process. However, the board recognizes the value of
conducting a bid or review process and will make a concerted effort to do so in the future as
circumstances allow.

This report is intended for the information of the fund's management and other applicable government
officids. However, thisreport isamatter of public record and its distribution is not limited.
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COUNTY EMPLOYEES RETIREMENT FUND
HISTORY, ORGANIZATION, AND STATISTICAL INFORMATION

TheCounty Employess Retirement Fund (CERF) was created under an act of the 87th Generd Assembly,
commenced operation on August 24, 1994, and is governed by Sections 50.1000 to 50.1200 of the
Revisad Statutes of Missouri. The CERF is a defined benefit plan providing retirement and deeth benefits
toits members. The CERF is an agent multiple-employer, statewide public employee retirement plan for
catanempoyees in each county of the Sate, except for any city not within acounty and any county of the
fira classfication having a charter form of government.

Therepong bility for the operation and adminigtration of the retirement fund is vested in the CERF Board
of Directors, conssting of nine dected CERF members representing different, elective county offices.
Board members are eected by the general membership of the Fund. As of December 31, 1998, the
members of the Board of Directors were:

Name Position Term Expires
Kay Murray Chairperson December 31, 2001
Dick Jones Vice Chairperson December 31, 1999
Rosemary Gannaway* Member December 31, 2000
Elaine Luck** Member December 31, 1998
Wayne Scharnhorst Member December 31, 2001
Fred Ward Member December 31, 2001
Bettie Johnson** Member December 31, 1998
Jarry Reynolds Member December 31, 2000
Frank Sifford** Member December 31, 1998

* Elected to complete the unexpired term of Sue Barr, effective January 1999.
*x These members were elected to new four year terms expiring December 31, 2002.

Effective August 28, 1999, two additiond directors who have "no beneficiary interet” in the fund will be
gppainted by the Governor with the advice and consent of the Senate. All members serve four year terms.

Sarah J Maxwell has served as Executive Director Snce her gppointment on February 26, 1998. The
Executive Director coordinates the daily operations of the retirement fund and with the approva of the
board, contracts for professiona services needed to operate the system. Effective July 1, 1999, the board
goproved aplan to hire employees and begin performing some of the fund's adminigtrative duties in-house.

The Board of Directors has appointed AON Consulting, of Atlanta, Georgia as actuaria and plan design
comauitants Asof December 31, 1998, the following investment managers held investments for the CERF:
Boone County National Bank of Columbia, Missouri; Roxbury Capitd Management of SantaMonica,
Cdifornia, and Brandes Investment Partners, L.L.P. of San Diego, Cdifornia. Boone County Nationd

-O-



Bank dso serves as the fund's plan adminigtrator and investment custodian manager. Asset Conaulting
Group, Inc. of S. Louis, Missouri serves as the fund's investment consultant. Brydon, Swearengen, and
England P.C. of Jefferson City, Missouri serves as the fund's legd counsd. Madsen-Wright, Inc. of
Hferson City, Missouri serves as the fund's legidative consultant. Evers and Company, CPAs, L.L.C. of
Jefferson City, Missouri serves as the fund's independent auditor.

Asadf Deoamba 31, 1998, there were 111 contributing employers to the fund which includes 8,733 active
members, 551 terminated vested members, and 702 retired members and beneficiaries.

As of December 31, 1998, membership, required contributions, and benefits provided under the CERF
are generdly asfollows.

Eliaibility

Membership is provided for any county eective or gppointive officer or employee who is hired and fired
by the county and whose work and responsibilities are directed and controlled by the county and who is
compensated directly from county funds whose position requires the actua performance of duties during
nat lessthen ane thousand (1,000) hours per calendar year, except for any city not within a county and any
county of the first classfication having a charter form of government. Individuas who are specificaly
excluded from CERF include county prosecuting attorneys covered under the Prosecuting Attorneys and
Circuit Attorneys Retirement System, circuit clerks and deputy circuit clerks covered under the Missouri
State Employees Retirement System, and county sheriffs covered under the Sheriff's Retirement System.

County Contributions

Fundngisprovided in accordance with Section 50.1020, RSMo Cum Supp. 1998. In dl counties except
counties of the fird class having a charter form of government and any city not within a county, the
retirement fund will receive a portion of delinquent property tax pendties, late assessment pendties, a
portion of recording document fees, a portion of merchants licenses, and any interest derived from the
collection and investment of any part of the pendties and fees.

Employee Contributions

Indl courties except counties of the first class having a charter form of government and any city not within
a county, the retirement fund will receive a 2 percent payroll deduction from the compensation of al
covered county @mpl oyees who are not members of the Locad Government Employees Retirement System
(LAGERS). Emdoyess who qualify for membership in LAGERS are not subject to any payroll deductions
in connection with their membership in the CERF.

Fund Retirement Benefits
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Fund retiremant benefits are payable to members who have terminated covered employment and who have
met certain digibility requirements.

NORMAL RETIREMENT

A member may retire under the sandard formula with full benefits a age sixty-two with eight or
more years of creditable service. Thereisno early retirement option.

Fund retirement benefits for members not belonging to LAGERS are 1.5 percent of Average
Final Compensation (AFC), times years of creditable service, to a maximum of 50 percent of
AFC. Fund retirement benefits for LAGERS members are 1 percent of AFC, times years of
creditable service. AFC isthe average for the highest two years of compensation.

PAYMENT OPTIONS

A retiring member may dect to receive a life income annuity and receive full benefit with ro
survivor option, or married members may elect one of the three (50 percent, 75 percent, or 100
percent) joint-and-survivor optionsto provide survivor benefit coverage in varying degrees after
the retiregs desth. Under the joint-and-survivor options, the member would receive a lesser
monthly payment (with members decting the 100 percent option receiving less than members
electing 75 percent and members eecting 75 percent receiving less than members eecting 50
percent) during his or her lifetime than if they choose the sngle life annuity. However, dfter the
retireg's death, the surviving spouse will continue to receive a

benefit for ther lifetime in the amount of the percentage eected by the member times the monthly
payment the retiree recaived. All benefit payments terminate upon the desth of the surviving
Spouse.

Cogt-of-Living Adjustments

All rdired members are digible for an annua podt-retirement cost-of-living adjustment (COLA) provided
they are presently drawing a retirement benefit and have not waived their right to receive the COLA
inoeese. The adjustment, approved annudly by the Board of Directors, may increase retirement benefits
by up to two percent per year, based on the increase in the Consumer Price Index and subject to a
maximum lifetime increase of fifty percent of the initia benefit.

Opt Out Provision

Any county employee may eect in writing to opt out of the retirement system.

Termination of Employment

Members who terminate membership, other than by deeth, prior to ataining eight years of membership
savicewill reoave arefund of payroll contributions, unless the member eects upon termination to purchase
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prior savice which, when combined with membership service, would totd eight years or more. Members
whotaminete membership, other than by degth, after attaining eight years of membership service shdl not
receive arefund of payroll contributions upon termination, but shal be vested in the system.

Desgth Benfit
Adivemambas are digible to receive a $10,000 death benefit if they are actively employed by the county
or on recognized medicd leave. The benefit will be paid to beneficiaries named by the member or to

default beneficiaries if none are named.

Survivor's Benefits

If a member is fully vested, dies prior to retirement, and has made an election to purchase prior service,
the surviving spouse, if married for at least two years prior to the member's deeth, may apply to receive
a fifty percent joint and survivor annuity commencing the firgt day of the month following the member's
death if the member was sixty-two or older or beginning the first day of the month following the date the
member would have attained age sixty-two had the member lived. Alternatively, if the member was not
agesgxty-two or older at the time of death, the surviving spouse may dect to receive a benefit which isthe
actuarid equivdent of the fifty percent joint and survivor annuity, reduced for early commencement,
beginning on the first day of the month following the date of the member's degth.

Specid Consultants

A person who was a full-time employee and ended county employment between January 1, 1990, and
Awgust 27, 1994, and had eight or more years in which they completed not less than one thousand hours
o savice may apply for aretirement benefit from CERF as a specid consultant. Specid consultants may
draw an annuity based on one percent (LAGERS) or one and one-half percent (Non-LAGERYS) of their
average final compensation times years of creditable service. A buyback of two or three percent of their
avaaefind compensation times the number of years purchased, accordingly, must be completed in order
todavanarmuty. Specid Consultants must make at least afifty percent lump sum purchase of their prior
service prior to receiving a benefit, with the option of paying the other fifty percent in full a the time they
begin drawing an annuity or through monthly deductions from the benefit not to exceed four years.

Purchase of Prior Service

Savice prior to August 28, 1994, may be purchased to apply toward a retirement benefit. Any member
with less than eight years of membership service must make a purchase of prior service in order to draw
an annuity.

Senate Bill No. 467

Senate Bill No. 467, effective January 1, 2000, makes various changes to the CERF. Mgjor changes
resulting from enactment of Senate Bill No. 467 include:
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OPT OUT PROVISION

County employees who are members on January 1, 2000 and county employees who are hired
after January 1, 2000 shall no longer be permitted to opt out of the retirement system.

FUND RETIREMENT BENEFITS

The norma annuity of a retired member who is not a member of LAGERS shdl be a monthly
benefit equd to the greater of twenty-four dollars multiplied by years of creditable service (up to
amadmumd twenty-five years), or an amount determined according to a new formula taking into
account the member's monthly primary Socid Security benefit.

A member who terminates with at least eight years of creditable service may dect to receive a
norma annuity from the fund after reaching age fifty-five. However, the norma annuity shal be
reduced by four-tenths of one percent for each month the commencement date of the annuity
precedes age sxty-two, and an additiond three-tenths of one percent for each month the
commencement date of the annuity precedes age sixty.

DEFINED CONTRIBUTION PROGRAM

Effective with calendar years ending after January 1, 2000, the board shdl, if actuaridly feasible,
make contributions to defined contribution accounts established on behdf of members of the
retirement system. The board's contribution shal be made from certain revenue sources only if it
isdeemined thet the entire amount of such revenues need not be contributed to the defined benefit
retirement system in order to keep such retirement system actuarialy sound.

Employees who are not a members of LAGERS shal make contributions of seven-tenths of one
percent of their compensation to defined contribution accounts established on each employee's
behalf.

Members are digible to receive a didtribution from their defined contribution account as soon as

admindrativey feasible following termination of employment, or may choose to receive the account
balance a alater time. The account balance shdl be paid in asingle sum.
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